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INDEPENDENT AUDITOR'S REPORT

Board of Directors
Redevelopment Agency of the County of Placer
Auburn, California

We have audited the accompanying financial statements of the governmental activities and each major fund of
the Redevelopment Agency of Placer County (the Agency), a component unit of the County of Placer, as of
and for the year ended June 30, 2006, which collectively comprise the Agency’s basic financial statements as
listed in the table of contents. These financial statements are the responsibility of the Agency’s management.
Our responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whether the basic financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities and each major fund of the Agency, as of June 30, 2006, and
the respective changes in its financial position for the year then ended, in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated October 6, 2006 on
our consideration of the Agency’s internal control over financial reporting and our tests of its compliance with
certain provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of that
report is to describe the scope of our testing of internal control over financial reporting and compliance and
the results of that testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards and should be considered in assessing the results of our audit.

The Management’s Discussion and Analysis on pages 3 through 10 and the budgetary comparison
information on page 26 are not a required part of the basic financial statements but are supplementary
information required by the accounting principles generally accepted in the United States of America. We
have applied certain limited procedures, which consisted principally of inquires of management regarding the
methods of measurement and presentation of the required supplementary information. However, we did not
audit the information and express no opinion on it.



Board of Directors
Redevelopment Agency of the County of Placer

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Agency'’s basic financial statements. The supplemental information identified in the table of
contents is presented for purposes of additional analysis and is not a required part of the basic financial
statements. This supplemental information has been subjected to the auditing procedures applied in the audit
of the financial statements and, in our opinion, is fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

M@gf M,M
GILBERT ASSOCIATES, INC.
October 6, 2006



REDEVELOPMENT AGENCY OF PLACER COUNTY
MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE YEAR ENDED JUNE 30, 2006

As management of the Redevelopment Agency of Placer County (the Agency), a component unit of the County of
Placer, (the County) we offer readers of the Agency’s financial statements this narrative overview and analysis of
the financial activities of the Agency for the fiscal year ended June 30, 2006. We encourage readers to consider the
information presented here in conjunction with the Agency’s basic financial statements, which begin on page 11.

Financial Highlights

e The assets of the Agency exceeded its liabilities at the close of the most recent fiscal year by $11,767,210 (net
assets).

e As of the close of the current fiscal year, the Agency’s governmental funds reported ending fund balance of
$10,555,273.

e The Agency had total revenues of 6,337,464 and program expenses of $3,096,540 for the year ended
June 30, 2006.

e The Agency’s had accrued interest on long-term debt of $60,933, and paid back $547,694 in principal to the
County.

Overview of the Financial Statements

The discussion and analysis is intended to serve as an introduction to the Agency’s basic financial statements. The
Agency’s basic financial statements comprise three components: 1) government-wide financial statements, 2) fund
financial statements and 3) notes to the basic financial statements.

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The government-wide financial statements are designed to provide readers with a broad overview of the Agency’s
finances, in a manner similar to a private-sector business.

The statement of net assets presents information on all of the Agency’s assets and liabilities, with the difference
between the two reported as net assets. Over time, increases or decreases in net assets may serve as a useful
indicator of whether the financial position of the Agency is improving or deteriorating.

The statement of activities presents information showing how the Agency’s net assets changed during the most
recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the change
occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this statement for
some items that will only result in cash flows in future fiscal periods.

The government-wide financial statements report on the function of the Agency that is principally supported by
intergovernmental revenues. The Agency’s function is to improve, rehabilitate and develop certain areas within the
County. This is funded primarily with incremental property tax revenue.

The government-wide financial statements can be found on pages 11 and 12 of this report.



REDEVELOPMENT AGENCY OF PLACER COUNTY
MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE YEAR ENDED JUNE 30, 2006

FUND FINANCIAL STATEMENTS

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for
specific activities or objectives. The Agency, like other state and local governments, uses fund accounting to ensure
and demonstrate compliance with finance-related legal requirements.

Governmental Funds

The special revenue and capital projects funds are governmental funds used to account for essentially the same
function reported as governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-term inflows and
outflows of spendable resources, as well as on balances of spendable resources available at the end of the fiscal
year. Such information may be useful in evaluating a government’s near-term financing requirements.

The Agency maintains major governmental funds for: its special revenue and capital projects funds in the
governmental funds balance sheet and the governmental funds statement of revenues, expenditures, and changes in
fund balances.

Because the focus of the governmental funds is narrower than that of the government-wide financial statements, it is
useful to compare the information presented in the governmental funds with similar information presented for
governmental activities in the government-wide financial statements. By doing so, readers may better understand the
long-term impact of the government’s near-term financial decisions. Both the governmental funds balance sheet and
the governmental funds statement of revenues, expenditures, and changes in fund balances provide a reconciliation
to facilitate this comparison between the governmental funds and governmental activities. The governmental fund
financial statements can be found on pages 13 through 15 of this report.

NOTES TO THE BASIC FINANCIAL STATEMENTS

The notes provide additional information that is essential to a full understanding of the data provided in the
government-wide and fund financial statements. The notes to the basic financial statements can be found on
pages 16 through 25 of this report.

Government-Wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position. In the
case of the Agency, assets exceeded liabilities by $11,767,210 at the close of the most recent fiscal year.

The Agency has $2,219,837 invested in capital assets, net of related debt (e.g., land, equipment, infrastructure and
construction in progress). Any investment in capital assets restricts the use of assets for future spending. The
unrestricted net assets of the Agency are available for future use to provide program services.



REDEVELOPMENT AGENCY OF PLACER COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE YEAR ENDED JUNE 30, 2006

The net assets of the Agency increased by $3,240,924 during the current fiscal year. The Agency’s primary source
of revenue is property taxes, referred to in the accompanying basic financial statements as property tax increment.

Agency’s Net Assets

Governmental
Activities
2006 2005* Variance (%)
Current and other assets $ 10,725,531 $ 9,394,017 14.2%
Capital assets, net 3,031,837 1,259,243 140.8%
Total assets 13,757,368 10,653,260 29.1%
Current liabilities 231,191 135,948 70.0%
Long-term liabilities 1,758,967 1,991,026 -11.6%
Total liabilities 1,990,158 2,126,974 - 6.4%
Invested in capital assets 2,219,837 779,243 184.9%
Unrestricted 9,547,373 7,747,043 23.2%
Total net assets $ 11,767,210 $ 8,526,286 38.0%

*Balances were restated from amounts originally reported in the prior year.

Property taxes allocated to the Agency are computed in the following manner:

a.

The assessed valuation of all property within each Agency project area is determined on the date of

adoption of the Redevelopment Plan by a designation of a fiscal year assessment roll.

Property taxes related to the incremental increase in assessed values after the adoption of the
Redevelopment Plan are allocated to the Agency; all taxes on the “frozen” assessed valuation of the

property are allocated to the County and other districts receiving taxes from the project area.



REDEVELOPMENT AGENCY OF PLACER COUNTY

MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE YEAR ENDED JUNE 30, 2006

Agency's Change in Net Assets

Governmental
Activities
2006 2005 Variance (%)
Revenue:
Program revenue:
Operating grants and contributions $ 347,779 $ 844,387 -59%
General revenue:
Property tax increment 5,739,262 4,686,119 22.5%
Investment earnings 250,423 178,481 40.3%
Total revenue 6,337,464 5,708,987 11.0%
Expenses:
Planning and administration 2,069,721 1,721,047 20.3%
Project loans - 426,147 -100.0%
Project loans allowance 401,372 - 100.0%
Project loans forgiveness 272,723 - 100.0%
Defaulted Loan losses 272,723 - 100.0%
Interest 80,001 16,910 373.1%
Total expenses 3,096,540 2,164,104 43.1%
Change in net assets 3,240,924 3,544,883 -8.6%
Net assets, beginning of year, as restated 8,526,286 4,981,403 71.2%
Net assets, end of year $ 11,767,210 $ 8,526,286 38.0%

Fund Financial Analysis

As noted earlier, the Agency uses fund accounting to ensure and demonstrate compliance with finance-related legal

requirements. The Agency’s governmental funds are discussed below:

GOVERNMENTAL FUNDS

The focus of the Agency’s governmental funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing the Agency’s financing requirements. In
particular, fund balance may serve as a useful measure of a government’s net resources available for spending for

program purposes at the end of the fiscal year.



REDEVELOPMENT AGENCY OF PLACER COUNTY
MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE YEAR ENDED JUNE 30, 2006

As of the end of the current fiscal year, the Agency’s governmental funds reported an ending fund balance of
$10,555,273. The fund balance primarily represents the accumulation of incremental property tax and investment
earnings in excess of expenditures. The excess fund balance will be used for low and moderate income housing

program expenditures and specific capital projects within the project area.

Intergovernmental 347,779 5.5% 844,387 14.8% (496,608) -79.0%
Total revenues $ 6,337,464 100.0% $ 5,708,987 100.0% $ 628,477 100.0%
Expenditures by Function
Governmental Funds
FY2006 FY2005 Increase/Decrease
Percent of Percent of Percent of
Amount Total Amount Total Amount Total
Expenditures:
Administration and planning $ 1,621,361 30.3% $ 1,710,506 42.1% $ (89,145) -6.9%
Payments to other agencies 391,674 7.3% 426,694 10.5% (35,020) -2.7%
Project loans - 0.0% 426,147 10.5% (426,147) -33.0%
Project loans forgiveness 272,723 5.1% - 0.0% 272,723 21.1%
Project loans allowance 401,372 7.5% - 0.0% 401,372 31.1%
Capital outlay 1,825,645 34.1% 759,764 18.7% 1,065,881 82.6%
Debt service:
Principal 547,694 10.2% 726,627 17.9% (178,933) -13.9%
Interest 19,068 0.4% 11,843 0.3% 7,225 0.6%
Total expenditures 5,079,537 94.9% 4,061,581 100.0% 1,017,956 78.9%
Other financing use:
Defaulted loan losses 272,723 5.1% - 0.0% 272,723 21.1%
Total expenditures and
other financing use $ 5,352,260 100.0% $ 4,061,581 100.0% $ 1,290,679 100.0%




REDEVELOPMENT AGENCY OF PLACER COUNTY
MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE YEAR ENDED JUNE 30, 2006

Capital Assets

As of June 30, 2006, the Agency has an investment in capital assets of $3,031,837. During the year ended June 30, 2006, the
Agency completed the Brook Avenue Parking lot for $565,697 and acquired land for $261,071 as a part of the Kings Beach
Housing project, $491,966 for the Salmon Avenue parking lot, and $75,698 for the Brockway land assembly project; and had
$902,818 in construction in progress.

For additional information, see Note D in the notes to the basic financial statements.
Long-Term Debt

The Agency received a loan from the California Infrastructure and Economic Development Bank (CIEDB) for $312,000, and
repaid $547,694 of the Advances from Placer County. This resulted in a balance of $1,758,967 in long-term debt which
includes accrued compensated absences of $48,175 as of June, 30 2006.

For additional information, see Note E in the notes to the basic financial statements.
Budgetary Highlights

The actual expenditures were $2,214,188 or 55.8% under budget reflecting the incomplete status of various projects
appropriated in the prior budget cycle, but not incurred at June 30, 2006.

Economic Factors and Next Year’s Budgets and Rates
The following factors were considered in preparing the Agency’s budget for the 2007 fiscal year:

¢ Revenues for a total Agency budget of $18,227,000 were projected as follows:
0 Tax increment (net of pass throughs to local agencies) from the three project areas for the
governmental funds is estimated to increase from $5,739,262 (FY 2006 Actual) to $6,117,000 (FY
2007 Final Budget), an increase of 6.5%,
0 Bond proceeds of $5,800,000 utilized,
0 $2,191,292 in CIEDB loan proceeds, a $1,752,000 grant and
o0 $1,500,000 capital contribution.

e There is a reduction in net tax increment because of the Educational Revenue Augmentation Funding
(ERAF) shift of tax increment from the Agency to the state. The Agency’s estimated ERAF shift totals
$356,720. This shift does not affect the Housing Set-Aside portion of tax increment.



REDEVELOPMENT AGENCY OF PLACER COUNTY
MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE YEAR ENDED JUNE 30, 2006

PROJECT HIGHLIGHTS AND MAJOR INITIATIVES
Commercial/Infrastructure Projects:

North Lake Tahoe:

The Agency continues to move from its planning stage into implementation. The Jackpine Parking Lot is under
construction and will be completed in October 2006. A total of $1,476,019 is budgeted to construct this parking
lot including $244,565 for planning.

Negotiations were initiated for the land dedication from the Tahoe City Yacht Harbor LLC for a portion of the
land needed for the construction of the future Tahoe City Marina Parking Facility. Additionally, staff began
negotiation for another potential parking lot in Kings Beach.

The Agency acquired land for another parking lot on Salmon Avenue for $491,966. The Agency is in the design
phase and spent $513,667 in FY 2006. Salmon Avenue parking lot is slated for completion in 2008 with a total
budget of $1,154,644.

The Agency is in the design phase of the Minnow Avenue parking lot. The public parking lot will have
approximately 25 surface spaces. The Agency has spent $547,849 to date and has budgeted $1,180,600 for the
total project.

The Agency acquired a vacant parcel located in Kings Beach for a project cost of $75,698.

The Agency is overseeing the cleanup of the Swiss Mart site. Reimbursement for most costs will come from the
State of California Emergency, Abandoned and Recalcitrant Owner account. Agency costs are estimated to be
$2,255,122 though 2010. The Agency has spent $113,127 to date.

The Agency contracted with an economic consulting firm to continue work with the Tahoe Regional Planning
Agency (TRPA) on the development of its new 20-year regional plan. As a result of several community
meetings, the County and Agency agreed to provide a “demonstration” project in the North Lake Tahoe
Redevelopment Area. TRPA consultants and Agency consultants are in the process of creating criteria for a
place based (zoning) program in the Tahoe Basin.

The Five-Year Implementation Plan for North Lake Tahoe, required under California law, was adopted by the
Board of Directors. This plan included a status report of the Agency’s progress toward area goals, as well as
proposals for future goals.

North Auburn / Bowman Area:

The Agency continues to work closely with other County departments on the installation of a new traffic signal
at the intersection of Highway 49 and Hulbert Way and other roadway improvements along Highway 49. The
Agency successfully secured financing for the project via a grant from the State’s Community Development
Block Grant (CDBG) over the counter program and a loan from CIEDB. The total cost of the project is
budgeted at $3,562,476. $130,007 has been spent on Phase 1 of the project.



REDEVELOPMENT AGENCY OF PLACER COUNTY
MANAGEMENT’S DISCUSSION AND ANALYSIS

FOR THE YEAR ENDED JUNE 30, 2006

Housing:

North Lake Tahoe:

e Worked with Tahoe Vista property owner to substitute developers for a mixed income housing
development. The Agency re-packaged the former project elements into a strengthened development.

e Purchased land in Kings Beach for $261,071 in order to create the Agency’s first in-fill housing
development. The Agency entered into an MOU with WHATT, a non-profit organization to develop
the project.

North Auburn / Bowman Area:

o  Worked with County Planning and Facilities departements to identify potential housing sites that could
be subject to the County Housing Element policies.

Contacting the Agency’s Financial Management

This financial report is designed to provide a general overview of the Agency’s finances for all those with an
interest. Questions concerning any of the information provided in this report or requests for additional financial
information should be addressed to the Senior Administrative Services Officer, Cindy Kelly, Placer County
Redevelopment Agency, 3091 County Center Drive, Suite 260, Auburn, California 95603

10
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REDEVELOPMENT AGENCY OF PLACER COUNTY

STATEMENT OF NET ASSETS
JUNE 30, 2006

ASSETS
Cash and investments
Due from other governments
Notes receivable, net
Prepaid expenses
Land
Construction in progress
Capital assets, net

Total assets

LIABILITIES
Accounts payable
Accrued salaries and benefits
Interest payable
Long-term liabilities:
Due within one year
Due in more than one year

Total liabilities

NET ASSETS
Invested in capital assets, net of related debt
Unrestricted
Total net assets

Governmental
Activities

$

10,397,075
59,371
268,057
1,028
1,593,469
902,818
535,550

13,757,368

101,169
69,089
60,933

20,576
1,738,391

1,990,158

2,219,837
9,547,373

$

11,767,210

The notes to the basic financial statements are an integral part of this statement.
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REDEVELOPMENT AGENCY OF PLACER COUNTY

STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2006

REDEVELOPMENT AGENCY PROGRAM EXPENSES

Governmental activities:

Administration and planning $ 2,069,721
Project loans forgiveness 272,723
Project loans allowance 401,372
Defaulted loan losses 272,723
Interest on long-term debt 80,001

Total program expenses 3,096,540

PROGRAM REVENUE

Operating grants and contributions 347,779

NET PROGRAM EXPENSE 2,748,761

GENERAL REVENUE

Property tax increment 5,739,262
Investment earnings 250,423
Total general revenue 5,989,685

Change in net assets 3,240,924
Net assets, beginning of year, as restated 8,526,286
Net assets, end of year $ 11,767,210

The notes to the basic financial statements are an integral part of this statement.

12
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REDEVELOPMENT AGENCY OF PLACER COUNTY
NOTES TO THE BASIC FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2006

A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of Reporting Entity

The Redevelopment Agency (Agency) of Placer County, California (County) was formed in April 1991 for the
purpose of administering and financing the development of certain areas within the County. The Agency’s
Board of Directors is composed of the Board of Supervisors of the County. The Agency is therefore reported
as a component unit of the County. The Agency has created three redevelopment project areas within the
County, as follows: the North Lake Tahoe Redevelopment Project, established in July 1996; the Sunset
Industrial Redevelopment Project, established in June 1997; and the North Auburn Redevelopment Project,
established in June 1997.

Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of activities)
report information on the Agency’s activities. For the most part, the effect of interfund activity has been
removed from these statements. The Agency is only engaged in governmental activities, which normally are
supported by taxes and intergovernmental revenues.

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment
is offset by program revenues. Direct expenses are those that are clearly identifiable with a specific function or
segment. Program revenues include (1) charges to customers or applicants who purchase, use or directly
benefit from goods, services or privileges provided by a given function or segment and (2) grants and
contributions that are restricted to meeting the operational or capital requirements of a particular function or
segment. Taxes and other items not properly included among program revenues are reported instead as general
revenues.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement focus and
the accrual basis of accounting. Revenues are recorded when earned and expenses are recorded when a liability
is incurred, regardless of the timing of cash flows. Property taxes are recognized as revenues in the year for
which they are levied. Grants and similar items are recognized as revenue as soon as all eligibility requirements
have been met.

Governmental fund financial statements are reported using the current financial resources measurement focus
and the modified accrual basis of accounting. Revenues are recognized as soon as they are both measurable
and available. Revenues are considered to be available if they are collected within 90 days of the end of the
current fiscal year except when they are expenditure-driven as in grant programs, or in draw agreements. In
these agreements the revenue is recognized to the amount of expenditures.

Expenditures generally are recorded when a liability is incurred, as under accrual accounting. However, debt
service expenditures are recorded only when payment is due.

Property taxes and interest associated with the current fiscal period are all considered being susceptible to

accrual and so have been recognized as revenues of the current fiscal period. All other revenue items are
considered to be measurable and available only when the Agency receives cash.

16



REDEVELOPMENT AGENCY OF PLACER COUNTY
NOTES TO THE BASIC FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2006

The Agency reports the following major governmental funds:

Low and Moderate Income Special Revenue Fund is used to account for tax increment revenues, and loan
proceeds available to be used by the Agency for the purposes of increasing and improving the County’s supply
of housing for persons and families of low- or moderate- income. The administrative and planning
expenditures made from this fund are necessary for the production, improvement and preservation of low- and
moderate-income housing.

Capital Projects Fund accounts for tax increment revenues, and loan proceeds available for project
improvements, interest income on invested funds and certain miscellaneous income for each of the Agency’s
three redevelopment project areas. Expenditures from these funds are primarily for administrative and planning
expenditures and development project costs of these projects.

Property Taxes

All property taxes are collected and allocated by the County to the various taxing entities. Property taxes are
determined annually as of March 1 and attach as an enforceable lien on real property as of January 1. Taxes are
due November 1 and February 1 and are delinquent if not paid by December 10 and April 10, respectively. The
County bills and collects property taxes and remits them to the Agency. The Agency participates in the County
“Teeter Plan” method of property tax distribution. Under the Teeter Plan, the County remits property taxes to
the Agency based upon assessments, not collections. Property tax revenue is recognized when it is available
and measurable. The Agency considers property taxes as available if they are apportioned within 60 days after
year-end.

Notes Receivable

Notes receivable represent loans made for redevelopment, economic development, first-time homebuyer and
property rehabilitation. A loan committee approves the loans and deferral of payments. The Agency has
established an allowance for loan losses in the amount of $401,372 due to the high risk nature of the Unsecured
Development Loans and the forgivable nature of the Facade Improvement Loans.

Capital Assets

The Agency’s investment in capital assets includes land, infrastructure, equipment and construction in progress.
Capital assets are recorded at the historical cost. When purchasing a new asset, the cost is the amount paid for
the asset. If it is a donated asset, the cost is the fair market value as of the date it is donated. Construction in
progress is accrued at year end. Construction in progress assets are capitalized to the appropriate capital asset
categories at the earliest occurrence of:

a. Execution of substantial completion contract documents,
b. Occupancy, or
c. When the asset is placed in service.

Standard capitalization thresholds for capitalizing assets have been established for each major class of assets as
follows:

Asset Type Capitalization Threshold
Land Any
Infrastructure $50,000
Buildings 50,000
Equipment 5,000

17



REDEVELOPMENT AGENCY OF PLACER COUNTY
NOTES TO THE BASIC FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2006

Capital assets are depreciated using the straight-line method over the following estimated useful life.
Depreciation is not applicable while assets are accounted for as construction in progress.

Infrastructure 10 to 65 years
Building and improvement 10 to 50 years
Equipment 2 to 25 years

Compensated Absences

The Agency reports a liability for compensated absences that is attributable to services already rendered as of
June 30, 2006 and that are not contingent on a specific event that is outside the control of the Agency, such as
employee illness. This liability is based on the probability that the Agency will eventually compensate the
employees for the benefits through paid time-off or some other means, such as annual leave cash-outs or cash
payments at termination or retirement. The liability is calculated based on pay rates in effect at June 30, 2006,
in addition to those salary-related payments that are directly and incrementally associated with payments made
for compensated absences on termination, such as Social Security and Medicare taxes.

All regular employees of the Agency earn paid vacations annually. The amount of vacation hours is based on
the years of continuous service and the bargaining unit to which the employee belongs. Except for
management employees, no more than 400 hours, or 520 hours after 10 continuous years of service, may be
accumulated as of the last day of the first full pay period of each calendar year. Management employees can
accumulate up to 520 hours. Also, regular employees are given credit for eight hours sick leave each month of
employment with unlimited accumulation. Upon termination, employees are entitled to lump sum payment for
accrued vacation. All compensated absences pay is accrued when incurred in the government-wide financial
statements.

Fund Balance

In the fund financial statements, governmental funds report reservations of fund balance for amounts that do
not represent expendable available resources or are legally segregated for specific future uses and designations
of fund balance for amounts that have been identified by the Board of Directors or management for specific
purposes. The Agency has reserved $312,434 for encumbrances; $268,057 for notes receivable; $1,028 for
prepaid items; and has designated $4,345,616 for capital asset acquisition.

Encumbrances

Encumbrance accounting, under which purchase orders, contracts and other commitments are recorded to
reserve the applicable appropriations, is employed in the special revenue and capital projects funds.
Encumbrances outstanding at year-end are reported as reservations of fund balance since they do not constitute
expenditures or liabilities. The Agency does, however, honor the contracts represented by year-end
encumbrances and the subsequent year’s appropriations provide authority to complete these transactions.
Unencumbered budget appropriations lapse at the end of the year.

Use of Estimates
The preparation of basic financial statements in conformity with accounting principles generally accepted in the

United States of America requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.
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REDEVELOPMENT AGENCY OF PLACER COUNTY
NOTES TO THE BASIC FINANCIAL STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2006

B. CASH AND INVESTMENTS

Cash and investments shown on the statement of net assets and the balance sheet represent the Agency’s share
of the County Treasurer’s cash and investment pool and its deposits with financial institutions. The Agency
voluntarily participates in the County Treasurer’s cash and investment pool. California Government Code
Section 53600, et. seq., and the County investment policy authorizes the following investments; local agency
bonds, U.S. Treasury securities, U.S. agency securities, bankers acceptances, commercial paper, certificates of
deposit, repurchase agreements, corporate notes and the California Local Agency Investment Fund (LAIF).
The County has an investment committee, which performs regulatory oversight for its pool as required by
California Government Code Section 27134. Investments are stated at fair value in accordance with
Governmental Accounting Standards Board (GASB) Statement No. 31, Accounting and Financial Reporting
for Certain Investments and for External Investment Pools. However, the value of the pool shares in the
County, which may be withdrawn, is determined on an amortized cost basis, which is different then the fair
value of the Agency’s position in the pool.

Required disclosure information regarding categorization of investments and other deposit and investment risk
disclosures can be found in the County’s comprehensive annual financial report and may be obtained by
contacting the County Auditor — Controller’s Office at 2970 Richardson Drive, Dewitt Center, Auburn,
California 95603.

GASB Statement No. 40, Deposit and Investment Risk Disclosure — an amendment of GASB Statement No. 3,
requires additional disclosures about a government’s deposit and investment risks that include credit risk,
custodial credit risk, concentration of credit risk and interest rate risk. The Agency does not have an investment
policy that addresses these specific types of risk.

Interest Rate Risk

Interest rate risk is the risk that changes in market interest rates will adversely affect the fair value of an
investment. Generally, the longer the maturity of an investment, the greater the sensitivity of its fair value is to
changes in market interest rates. The weighted average to maturity of the County’s external investment pool as
of June 30, 2006 was 510 days.

Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill its obligation to the holder of the
investment. This is measured by the assignment of a rating by a nationally recognized statistical rating
organization. The Agency’s investment in the County external investment pool is not rated.

Custodial Credit Risk and Concentration of Credit Risk

Custodial credit risk for deposits is the risk that, in the event of the failure of a depository financial institution,
the Agency will not be able to recover its deposits or will not be able to recover collateral securities that are in
the possession of an outside party. The custodial credit risk for investments is the risk that, in the event of the
failure of the counterparty to a transaction, the Agency will not be able to recover the value of its investment or
collateral securities that are in the possession of another party. The California Government Code and the
County’s investment policy do not contain legal or policy requirements that would limit the exposure to
custodial credit risk for deposits or investments, other than the following provision for deposits. The California
Government Code requires that a financial institution secure deposits made by state and local governmental
units by pledging securities in an undivided collateral pool must equal at least 110% of the total amount
deposited by public agencies. At June 30, 2006, the carrying amount and bank balance of the Agency’s
deposits were $17,931, which is fully insured by federal depository insurance.
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FOR THE YEAR ENDED JUNE 30, 2006

Concentration of credit risk is the risk of loss attributed to the magnitude of the Agency’s investment in a single
issuer. The Agency is not exposed to custodial credit risk or concentration of credit risk for its investments as it
participates in the County’s external investment pool, and therefore is not subject to such risks.

NOTES RECEIVABLE

The Agency has notes receivable outstanding, net of allowance for loan losses, of $268,057
as of June 30, 2006, which consist of the following loans:

SECURED DEVELOPMENT LOANS: The Agency loaned the Auburn Court
Apartments, a California Limited Partnership, $39,000 of North Auburn Project Area Tax
Increment funds for the payment of impact fees for a 60-unit affordable housing development
adjacent to the Project Area. The loan is non-interest bearing except in the event of default,
and the principal payment has been deferred for fifty-five years. The note is secured by a
deed of trust on the Auburn Court Apartments’ fee interest in the property. $ 39,000

The Agency loaned the Auburn Silverbend, LP, a California Limited Partnership, $229,057.
This loan consists of North Auburn Tax Increment funds in the amount of $79,057 with an
additional infusion of California Housing Finance Agency funds in the amount of $150,000
(see “Long-Term Debt”). The note bears 3% simple interest on the principal outstanding,
amortized over thirty years but due in four years. The Auburn Silverbend, LP loan will
mature on June 19, 2007. 229,057

UNSECURED DEVELOPMENT LOANS: The Agency entered into an unsecured note
and loan agreement in the amount of $700,000 with Affordable Housing Development
Corporation, Inc. (AHDC) to assist with predevelopment costs on Cimmeron Ridge, an
affordable multifamily rental project in the North Auburn Project Area. This note was
funded with California Housing Finance Agency Funds (see “Long-Term Debt”), and
accrues 2% interest on principal outstanding. As of March 2005, $203,347 had been drawn
down. AHDC was unable to obtain final commitments of a viable financing structure;
therefore, in April 2005, in accordance with the risk-sharing provision of the Note, the
Agency reduced the note balance by 25% ($50,837) in order to collect 75% of its initial
investment plus interest from November 9, 2004 (the date the project was declared
unfeasible). AHDC has repaid $23,725 in principal and $1,275 in interest. Per negotiations
between the Agency and the managing partner of AHDC, the balance of principal and
interest is due on October 26, 2006. Collection of these notes is doubtful. 128,785
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FACADE IMPROVEMENT LOANS: During the fiscal year ended June 30, 2005, two
commercial Fagade Improvement Loans (Boards in Motion, $15,592 and Magnussen
Dodge, $97,431) were made in the North Auburn Project Area, using North Auburn Project
Avrea Tax Increment funds. 113,023

During the year ended June 30, 2004, two commercial Facade Improvement Loans (Sun 'n'
Sand Lodge, $15,000 and Davis-Gott Landholdings Commercial Building, $60,000) were
made in the North Tahoe Project Area using North Tahoe Project Area Tax Increment
funds. Three additional Fagade Improvement Loans were funded from this source during
the fiscal year ending June 30, 2006: WBBF, White Dog Properties, for $21,427; Moresi,
Inc., during the amount of $7,490; and Sierra Luna, LLC, $55,647. Facade loans are
incrementally forgiven and repayment is not anticipated unless title to the property changes

prior to maturity of the note. 159,564
Total notes receivable 669,429

Less allowance for loan losses (401,372)

Total notes receivable, net $ 268,057

In 2002, the Agency entered into two unsecured notes in the amounts of $500,000 and $100,000 with AHDC to
assist in predevelopment costs on the Cedar Grove Project. These notes were funded with California Housing
Finance Agency funds (see "Long-Term Debt"). Interest accrued at 2% and has been deferred until the
developer had obtained final commitments of an economically viable financing structure for the acquisition and
development of the project.

For the fiscal year ended June 30, 2006, the developer was unable to complete the project, and the loan
balances ($500,000 and $45,446) were each reduced by half, to $250,000 and $22,723, respectively, in
accordance with risk-sharing provisions of the notes. Both notes are now delinquent and were turned over to
Placer County Revenue Services for collection. The remaining balance of $272,723 has been written-off as
uncollectible.
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D. CAPITAL ASSETS

Capital assets activity for the year ended June 30, 2006 was as follows:

July 1, 2005 Additions Deletions  June 30, 2006
Governmental activities:
Capital assets, not being depreciated:
Land $ 764,734 $ 828,735 §$ - $ 1,593,469
Construction in progress 427,441 996,910 (521,533) 902,818
Total capital assets not being depreciated 1,192,175 1,825,645 (521,533) 2,496,287
Capital assets, being depreciated:
Equipment 5,470 - - 5,470
Infrastructure 64,925 475,522 - 540,447
Total capital assets being depreciated 70,395 475,522 - 545917
Less accumulated depreciation for:
Equipment (3,327) (547) - (3,874)
Infrastructure - (6,493) - (6,493)
Total accumulated depreciation (3,327) (7,040) - (10,367)
Total capital assets, being depreciated, net 67,068 468,482 - 535,550
Capital assets, net $ 1,259,243 $ 2,294,127 $ (521,533) $ 3,031,837
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E. LONG-TERM DEBT

Long-term debt activity for the year ended June 30, 2006 was as follows:

Beginning Ending Due Within
Balance Additions Reductions Balance One Year
Governmental activities:
Advances from the County/Loan
payable to the County $ 547,694 $ - $ (547,69%4) $ - $ -
California Housing Finance Agency 898,792 - - 898,792 -
Wells Fargo 500,000 - - 500,000 -
California Infrastructure
and Economic Bank - 312,000 - 312,000 6,846
Compensated absences 44,540 3,635 - 48,175 13,730
Long-term debt $ 1991026 $ 315635 $ (547,694) $ 1,758967 $ 20,576

For the year ended June 30, 2006, the Agency entered into a loan agreement with the California Infrastructure
and Economic Development Bank (CIEDB) in the amount of $312,000. The loan has an interest rate of 3.05%
per annum and matures on August 1, 2034. The proceeds were used for the construction of the Brook Avenue
parking lot completed this year.

The loan matures as follows:

Year Ending
June 30, Principal Interest Total
2007 $ 6,846 $ 9,412 $ 16,258
2008 7,055 9,200 16,255
2009 7,270 8,981 16,251
2010 7,491 8,756 16,247
2011 7,720 8,524 16,244
2012-2016 42,281 38,885 81,166
2017-2021 49,134 31,927 81,061
2022-2026 57,099 23,841 80,940
2027-2031 66,354 14,445 80,799
2032-2034 60,750 3,775 64,525
Totals $ 312,000 $ 157,746 $ 469,746

There were no additional draws on the loan with the California Housing Finance Agency. No repayment is due
until the loan matures on October 2, 2012.

The Advance from the County for administrative and project costs during the startup of the Agency was paid in
full during the year ended June 30, 2006.

Interest only payments began on the Wells Fargo loan. The loan has an interest rate of 2% per annum and
matures on September 7, 2009. No principal repayment is due until the maturity date.
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F. RISK MANAGEMENT

The Agency is exposed to various risks of loss related to torts; theft of, damage to, and destruction of assets;
errors and omissions; injuries to employees; and natural disasters. The Agency has purchased primary liability
coverage with a $5,000,000 coverage limit and $1,000 deductible. The County maintains an Internal Service
Fund to account for and finance its risks of loss. Under these programs, the Agency is self-insured for the
following risks up to the maximum amount per claim as follows: Workers’ Compensation, $300,000; General
Liability, $1,000,000; Dental and Vision Care, $1,500. Except for general liability, the County purchases
commercial insurance for claims in excess of the preceding coverage amounts and for all other risks of loss.

For general liability claims, the County is a participant in the California State Association of Counties — Excess
Insurance Authority (CSAC) excess liability insurance program. The purpose of the pool is to spread the
adverse effects of losses among the member agencies. The County covers the first $1,000,000 of claims. The
County pays an annual basic premium for excess coverage and is assessed an annual risk premium based on an
actuarial review that estimates each of the program’s participant’s ultimate liabilities. Should actual losses
among participants be greater than anticipated, the County will be assessed its pro rata share of that deficiency.
Conversely, if the actual losses are less than anticipated, the County will be refunded its pro rata share of the
excess. Commercial insurance covers claims between $1,000,000 and $25,000,000. Settled claims have not
exceeded this commercial coverage in any of the past three fiscal years.

The Agency has no open liability claims or pending litigation. The Agency does have workers compensation
claims that are managed through the County self-insurance program.

G. RELATED PARTY

The County of Placer provides a variety of services to the Agency including management, accounting and legal
services, as well as providing services specific to redevelopment projects. Total charges for these services for
the year ended June 30, 2006 were approximately $2,209,018.

H. DEFAULTED LOAN LOSSES

During the year ended June 30, 2006, the Agency determined an outstanding note receivable of $272,723 was
in default and as a result, was uncollectible and written-off. The amount was sent to the County Revenue
Services Division for collection.

I. RESTATEMENT OF FUND BALANCE/NET ASSETS

As of July 1, 2005, the Agency changed its accounting for long-term notes receivable. In the prior year long-term
notes receivable were offset against deferred revenue. The Agency has now offset long-term notes receivable with
a reservation of fund balance. The reservation of fund balance for long-term notes receivable represents resources
that are not spendable and therefore, are not available for appropriation.

Accordingly, beginning fund balance for the Low and Moderate Income Special Revenue Fund and Capital

Projects Fund increased $1,002,288 and $188,023, respectively. Beginning net assets for the Statement of
Activities increased $1,190,311.
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SUBSEQUENT EVENT

On July 20, 2006, the Agency issued three separate issues of tax allocation bonds, which include the North
Lake Tahoe Redevelopment Project, 2006 Series A in the principal amount of $ 15,765,000, the North Auburn
Redevelopment Project, Series B in the principal amount of $3,520,000 and Housing Projects, Series C, in the
principal amount of $5,865,000. Proceeds from the sale of the bonds will be used to finance the redevelopment
activities within and for the benefit of the North Lake Tahoe and North Auburn redevelopment project areas
and to finance low and moderate income housing activities of the Agency.
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